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RIVERSIDE YARNS LIMITED 


REPORT TO THE SHAREHOLDERS 


Measures initiated by the Canadian Government during the past two years to limit imports of 
garments, fabrics and yarns, combined with the lower value of the Canadian dollar, resulted in 
continuing strong demand for our products during 1978. Riverside Yarns Limited operated at 
capacity throughout the year and completed a major plant expansion begun in 1977. 


The texturing facilities installed during our expansion were of a new generation of high speed 
texturing machines and Riverside was amongst the first in America to install such equipment. We 
have undergone a lengthier period of start-up difficulties with these new facilities than expected. 
Nevertheless good progress has been made in solving these problems and textured yarn 
shipments increased to 19.3 million pounds, an increase of 89% over 1977 levels. As a result our 
domestic market share grew from 21% to approximately 38%. 


Although much of our technical effort was applied during the year to developing satisfactory 
production processes on our new texturing equipment, we did not neglect our product diversifica- 
tion program which is so important to our future growth prospects. Of particular interest, and with 
large volume sales potential, is the very promising work being carried out to develop textured pro- 
ducts which can replace spun yarns in some end uses. 


Our labor force grew from slightly under 200 employees at the beginning of the year to about 250 
and, in February, a new contract was signed with the Union for a two year period. 


Your Company made good headway in 1978 and | am confident this progress will continue 
through 1979. 


As announced mid March and referred to in the Information Circular to the Shareholders a 
70,000 sq. ft. addition to our premises is under construction. 


We will be adding six high speed Barmag machines to our production facilities, at a cost of 
$3,700,000 , to help meet DuPont of Canada Limited needs for textured yarns. Satisfactory financ- 


ing arrangements have been made. 


On behalf of the Board of Directors 


E. LAWRENCE 
President 
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RIVERSIDE YARNS LIMITED 


(Incorporated under the laws of Ontario) 


BALANCE SHEET AS AT DECEMBER 31, 1978 


ASSETS 


CURRENT 
Cash and short term deposits 
We S UIONCO: feet ta. ais wR ha OR Ree a hh ft kal COO: 
Restricted to repayment of current portion of long term debt .. 
ACSOUMESHCCOIVAD IG mapa bite ortere ia) 5: 2 whale wean 'e Sen anh sewn 
PMC CRLONI © Gi Sire OND. i Acc pie Sc Sct la ieie Gavaaaute ihe Aone wees 


CASH AND SHORT TERM DEPOSITS restricted to 
fepavinnchuOnlOngteliniGeDle mada pensieusieawwliws are avant» ou aeswues 
PINEDA OOo eNO ta INO Aig hia sik i iiowdins a0 Seis wwe a wee a oa eR 


LIABILITIES 


CURRENT 
Accounts payable and accrued liabilities...................... 
Principal due within one year on long term debt -Note3........ 


BOM Gere RIVED Ie INGLOs3 ee can ati: cee digas OSGeo oa weer any 
Total liabilities 


Cicer vie iaelel o -eehiis feidesia is) iw ie) .s) ef erie) cee, @. he! (aie) fe) ial je ts. (o (ea) a) bm (ee kee! ee ye) cena ee 


CAPITAL STOCK AND DEFICIT 


CAPITAL STOCK - Note 4 
Authorized: 
120,000 class A $.50 cumulative convertible voting shares 
without par value 
1,500,000 common shares without par value 
Issued: 
120,000 class A shares ) 
“at ORIN LP EE ei ee 
DET Lier ho tc we aa Rate Sait eiee Moca, cld Fa tec hoses Mc aan ooh Semin a 


Approved by the Board 


E. LAWRENCE, Director 
WM. W. LAIRD, Q.C., Director 


1978 


$ 947,004 
400,000 
OZ Our 
eal! 
268,425 
1,721,058 


5,869,282 
02,/18 
92,696 


$7,735,814 


$ 625,086 
1,972,400 
2,597,486 
4,970,200 


7,567,686 


358,000 


189,872 


168,128 
$7,735,814 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 


1977 


$ 586,517 
240,500 
102,612 

4,684 
171,047 
1,105,360 


200,000 
6,161,020 
79,488 


$7,545,868 


$ 562,338 
Ha07,928 
1,670,266 
6,026,275 
7,696,541 


358,000 


508,673 


(150,673) 
$7,545,868 
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RIVERSIDE YARNS LIMITED 


STATEMENT OF INCOME 
for the year ended December 31,1978 


1978 
ROVENUCS ss inc die ee bes Rin no) Co ee eee $7,036,002 
Processing and administrative expenses. 25...) sem. 6-2 ee 4,723,772 
Income before undernoted itemS...4...15, sce see eee eee 2312,200 
Depreciation 0.2 es scaninsec.c Het ere core eee 1,357,473 
Intérest-on long ternidebt nce ied.n eee eer ae er 606,843 
Amortization of deferred financing charges ................... 26,710 
Other interest noo. «sce aes bp cok Ce eee eee eee 2,403 
1,993,429 
Income before income taxes and extraordinary items ............. 318,801 
incorrie- taxes ? NoteG (220) a... 2. Si. See eee 130,000 
income before extraordinary itemiS:.c. 21... ce se eee 188,801 
Extraordinary items-Note 5...oc. acdsee. caw ences ee 130,000 
NETINCOME.. ‘atite: achar. sos Siw cans aioe ne ae acta eer nee $ 318,801 
Earnings per common share - Note 4e 
income before.extraordinary items 4.5. aaades- come eee eee $ Was) 
NETINCOME (sas ce Pics trea Nese ree ie acorn cod ee $ 102 
STATEMENT OF DEFICIT 
Deficitat beginnin@:onyealee.... acon te oe aioe ane era $ 508,673 
Nel incOMes...,.d.te eee ee Rr oo ede ee eure a eee 318,801 
Deficitat end. ofjyeate. caer es tee ee ee eae ee eee $ 189,872 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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1977 


$4,649,616 


3,154,684 


1,494,932 


820,582 
473,910 
26,452 


38,729 


1,359,673 


135,259 
57,241 
78,018 

289,037 


$ 367,055 


gue 81 


$ 875,728 
367,055 


$ 508,673 


RIVERSIDE YARNS LIMITED 


STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the year ended December 31, 1978 


1978 
WORKING CAPITAL DERIVED FROM 
Operations 
Income before extraordinary iteMS ........... 0.0... cee ee eee $ 188,801 
Add depreciation, amortization and income taxes 
WHICIRAG NOLINVOIVE WOKING Gapitaly os... et weet cash cans 1,514,183 
1,702,984 
Proceeds from. disposal of fixed assets. ... . sew. duce segue eens — 
Transfer of restricted cash and short term deposits 
DOIG UTEONE AS SOLO me rersteta «- civen Newerae Havas 6 seigragtrnrne Grae © Gad Saaaver 200,000 
PIOCeOUs (FOnmOMONeLmiGeD! i Aan ny eagenc dak tc cewa ean ees 3,626,000 
Gain on settlement of certain liabilities ....................... —— 
5,528,984 
WORKING CAPITAL APPLIED TO 
AGGITONS tO fiXed ASSIS... cna 256 cadence ss Saeed ee 1,065,735 
AMGGIIONS 10 Other assets. a. 4.245 ao Be eer? at es! Creatine 92,696 
Defenedsinancing Charges... peace ro. or ne name obese — 
RETUCTIONOLIONGHEI MN Cle Ober acne teee fhers oe ema ore eae ie 4,682,075 
Restricted cash and short term deposits .................. f erae — 
5,840,506 
INCLeAaSe IN WOLKING capital CetlClON CVs sro ous kein nett actin ic a aaa cacaa 311,522 
Working capital deficiency at beginning of year................... 564,906 
Working capital deficiency at end of year...................-0008- 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 


$ 876,428 


1977 


$ 78,018 


879,075 


957,093 


128,375 


3,247,928 
248,869 


4,582,265 


3,453,622 
12,475 
1,138,253 
200,000 


4,804,350 


222,085 
342,821 


$ 564,906 
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RIVERSIDE YARNS LIMITED 


NOTES TO FINANCIAL STATEMENTS 
December 31, 1978 


. SUMMARY OF ACCOUNTING POLICIES 


a. Depreciation 


The net book value of fixed assets on hand at December 31, 1976 and the cost of subsequent 
additions are depreciated on the straight line basis at 20% per year. 


b. Deferred financing charges 
Financing charges are amortized over the term of the related debt. 
c. Investment tax credit 


The investment tax credit is recognized in the year it is claimed for tax purposes as a reduc- 
tion of the current tax provision. 


, FIXED ASSETS 1978 1977 
Cost Accumulated Net Net 
depreciation p 
Machinery and equipment $ 8,378,795 $2,575,484 $5,803,311 $6,121,448 
Leasehold improvements 80,740 14,769 65,971 oN ery 


$ 8,459,535 $2,590,253 $5,869,282 $6,161,020 


. LONG TERM DEBT 


Secured 1978 1977 
Accounts payable to be financed by term 
DANK IOAN Gi kc teeta er ee eee: $ — $ 567,928 
143/46 GeDentlune cesses a eke ene — 2,208,275 


Term bank loans, at bank prime rate plus 1 - 1/4%, 
each payable in sixty equal monthly instalments .. 5,092,600 2,368,000 


8°% debenture, non-interest bearing to December 
15, 1979 with $600,000 due on December 15, 1979 
and blended monthly principal and _ interest 
payments of $12,500 thereafter to December 15, 


OG 2 tery Laat ct a se ee a ee eae 1,000,000 1,000,000 
Unsecured 

Non-interest bearing agreement — 90,000 

8% agreement 100,000 150,000 

10 - 1/2% redeemable subordinated debentures, 

due October 31, 1980 750,000 750,000 
6,942,600 7,134,203 

Less amount due within one year 1,972,400 1,107,928 


$4,970,200 $6,026,275 


a. The term bank loans and the 8% debenture are secured by the Company’s fixed assets and by 
a floating charge on the Company’s undertaking and its other property and assets, both pre- 
sent and future, subject to the right of the Company to deal with its property and assets in the 
ordinary course of business. 
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b. The holders of the 10 - 1/2% subordinated debentures are entitled to require prepayment of 
$500 principal for each 250 share purchase warrants exercised (See Note 4c). 


c. The long term debt is repayable as follows: 


NOAO etna th hh use $1,972,400 
Uh ot ka arate ie Pere neat en een ae Oe 2,245,500 
NOG Meee. Na acanuarns ait es 1,455,400 
NOB 2 iis hon celery See eee eS: 1,186,500 
BRE 6 Role ar ar ee Ue cde een ieee eer ea 82,800 

$6,942,600 


4. CAPITAL STOCK 


a. According to the terms of the secured debentures the Company may not, without prior written 
approval: 


i. Declare or pay any dividends on or make any distribution in respect of its common shares. 


ii. Make any change in its authorized or issued capital stock except in the manner outlined in 
b and c below. 


b. The class A shares are convertible into common shares on the basis of one common share for 
each two class A shares converted. 


c. Share purchase warrants issued with the 10 - 1/2% redeemable subordinated debentures enti- 
tle the holders thereof to purchase in the aggregate 187,500 common shares at a price of $2.00 
per common share up to October 31, 1980. 


d. Dividends on class A shares are in arrears at December 31, 1978 in the amount of $3.25 per 
share totalling $390,000. 


e. Fully diluted earnings per common share would be $.51 before extraordinary item and $.82 
after extraordinary item. 


5. EXTRAORDINARY ITEMS 


1978 omits 1977 

Income tax reduction realized by claiming capital cost 
allowance in excess of depreciation recorded ................. $ 130,000 $ — 
Ganon GisposaliOstixed assets cos) Mikacw ccs 6. ss aden s = SA27 
Gain on sattlement of certain liabilities ....................... er 248,869 
Income tax reduction realized on application of prior 
VealS JOSS. asa ss RE LG ORR se DE Seyde SET SR PTET peste 32,041 

$ 130,000 $ 289,037 


6. INCOME TAX 


The Company has available an excess of undepreciated capital cost over net book value of fixed 
assets less other items deferred in the accounts but already claimed for tax purposes of approx- 
imately $690,000 (1977 - $890,000). The tax effect has not been recorded in the accounts. 


7. DUPONT AGREEMENT 


The Company has entered into an agreement with DuPont of Canada Limited which commits the 
Company’s processing facilities exclusively to DuPont until 1982, with options by DuPont to ex- 
tend the agreement. DuPont may terminate the agreement under certain specified cir- 
cumstances. The Company has no right of termination. 


The company has agreed to use a specific portion of the cash received under this agreement for 
repayment of fixed asset financing. 
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8. COMMITMENTS 


The Company rents its land and buildings under a thirty year lease effective September 1, 1975 at 
an annual rent of approximately $560,000, of which approximately $160,000 pertains to the expan- 
sion of the premises. The rent may be adjusted depending on any changes in the lessor’s financ- 
ing arrangements. A director of the Company is the beneficial owner of 33.6% of the lessor com- 
pany’s outstanding equity shares. 


9. REMUNERATION OF DIRECTORS AND OFFICERS 
Remuneration of directors and senior officers amounted to $186,299 (1977 - $189,912) 
10. COMPARATIVE FIGURES 


Certain comparative figures have been restated to conform with the current basis of presenta- 
tion. 


AUDITORS’ REPORT 


The Shareholders 
Riverside Yarns Limited 


We have examined the balance sheet of Riverside Yarns Limited as at December 31, 1978 and the 
statements of income, deficit and changes in financial position for the year then ended. Our ex- 
amination was made in accordance with generally accepted auditing standards, and accordingly in- 
cluded such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these financial statements present fairly the financial position of the company as at 
December 31,1978 and the results of its operations and the changes in its financial position for the 
year then ended in accordance with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

The 1977 comparative figures were reported on by another firm of chartered accountants. 


Cornwall, Ontario TOUCHE ROSS & CO. 
January 26, 1979 Chartered Accountants 
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